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March 25, 2008

Ronald Brummett, Executive Director
Kern Council of Governments

1401 19" Street, Suite 300
Bakersfield, CA 93301

Re: Kern Council of Governments
Audit of Indirect Cost Allocation Plan for FY 2007/08
File No: P1190-0655

Dear Mr. Brummeitt:

We have audited the Kern Council of Governments’ (KCOG) Indirect Cost Allocation Plan
(ICAP) for the fiscal year ended June 30, 2008 to determine whether the ICAP is presented in
accordance with Office of Management and Budget (OMB) Circular A-87 and the
Department of Transportation’s (Department) Local Programs Procedures (LPP) 04-10. The
KCOG management is responsible for the fair presentation of the ICAP. The KCOG
proposed an indirect. cost rate of 76.7% of total direct salaries and wages plus fringe benefits,

Our audit was conducted in accordance with the Standards for Performance Audits set forth in
the Government Auditing Standards issued by the Comptroller General of the United States of
America The audit was less in scope than an audit performed for the purpose of expressing
an opinion on the financial statements of the KCOG. Therefore, we did not audit and are not
expressing an opinion on the KCOG’s financial statements.

The standards require that we plan and perform the audit to obtain reasonable assurance about
whether the data and records reviewed are free of material misstatement, as well as material
noncompliance with fiscal provisions relative to the ICAP. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the data and records
reviewed. An audit also includes assessing the accounting principles used and significant
estimates made by the KCOG, as well as evaluating the overall presentation.

The accompanying ICAP was prepared on a basis of accounting practices prescribed in the
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OMB Circular A-87 and the Department’s LPP 04-10, and is not intended to present the
results of operations of the KCOG in conformity with generally accepted accounting
principles.

The scope of the audit was limited to select financial and compliance activities. The audit
consisted of a recalculation of the ICAP, a limited review of KCOG;s Overall Work Program
for fiscal year 2007/08, a review of the KCOG’s single audit report for the fiscal year ended
June 30, 2006, inquiries of KCOG personnel and reliance placed on the single audit report for
the fiscal year ended June 30, 2006 and prior audit field work performed by the Department in
October 2005. We believe that our audit provides a reasonable basis for our conclusion.

Because of inherent limitations in any financial management system, misstatements due to
error or fraud may occur and not be detected. Also, projections of any evaluation of the
financial management system to future periods are subject to the risk that the financial
management system may become inadequate because of changes in conditions, or that the
degree of compliance with the policies and procedures may deteriorate.

AUDIT RESULTS

Based on audit work performed, the KCOG’s ICAP for the fiscal year ending June 30, 2008 is
presented in accordance with OMB Circular A-87 and LPP 04-10. The approved indirect cost
rate is 76.7% of total direct salaries and wages, plus fringe benefits. The approval is based on
the understanding that a carry-forward provision applies and no adjustment will be made to
previously approved rates.

This report is intended solely for the information of the KCOG, Department Management, the
California Transportation Commission and the Federal Highway Administration (FHWA).
However, this report is a matter of public record and its distribution is not limited.

Please retain the approved Indirect Cost Allocation Plan for your files. Copies were sent to
the Department’s District 6, the Department’s Division of Accounting and the FHWA. If you
have any questions, please contact Barbara Nolan, Auditor, at 916-323-7880 or Amada
Maenpaa, Audit Supervisor, at 916-323-7868.

%BELL-SMITH

Chiéf External Audits

Attachments
¢ James Pernault, District 6
Gary Buckhammer, HQ Accounting
Brenda Bryant, FHWA
Andrew Knapp, HQ Planning
Carol McDonald, District 6 Planning



Kern Council of Governments
Indirect Cost Plan

The indirect cost rate contained herein is for use on grants, contracts and other agreements with the
Federal Government and California Department of Transportation (Department), subject to the
conditions in Section II. This plan was prepared by the Kern Council of Governments and approved
by the Department.

SECTION 1: Rates

Rate Type Effective Period Rate* Applicable To
Fixed with carry forward 7/01/07 to 6/30/08 76.7% All Programs

* Base: Total Direct Salaries and Wages plus fringe benefits

SECTION II: General Provisions

A. Limitations:

The rates in this Agreement are subject to any statutory or administrative limitations and apply to a
given grant, contract, or other agreement only to the extent that funds are available. Acceptance of
the rates is subject to the following conditions: (1) Only costs incurred by the organization were
included in its indirect cost pool as finally accepted; such costs are legal obligations of the
organization and are allowable under the governing cost principles; (2) The same costs that have been
treated as indirect costs are not claimed as direct costs; (3) Similar types of costs have been accorded
consistent accounting treatment; and (4) The information provided by the organization which was
used to establish the rates is not later found to be materially incomplete or inaccurate by the Federal
Government or the Department. In such situations the rate(s) would be subject to renegotiation at the
discretion of the Federal Government or the Department; (5) Prior actual costs used in the calculation
of the approved rate are contained in the grantee’s Single Audit, which was prepared in accordance
with OMB Circular A-133. If a Single Audit is not required to be performed, then audited financial
statements should be used to support the prior actual costs; and, (6) This rate is based on an estimate
of the costs to be incurred during the period.

B. Accounting Changes:

This Agreement is based on the accounting system purported by the organization to be in effect
during the Agreement period. Changes to the method of accounting for costs, which affect the
amount of reimbursement resulting from the use of this Agreement, require prior approval of the
authorized representative of the cognizant agency. Such changes include, but are not limited to,
changes in the charging of a particular type of cost from indirect to direct. Failure to obtain approval
may result in cost disallowances.

C. Fixed Rate with Carry Forward:

The fixed rate used in this Agreement is based on estimate of the costs for the period covered by the
rate. When the actual costs for this period are determined—either by the grantee’s Single Audit or if
a Single Audit is not required, then by the grantee’s audit financial statements—any differences
between the application of the fixed rate and actual costs will result in an over or under recovery of
costs. The over or under recovery will be carried forward, as an adjustment to the calculation of the
indirect cost rate, to the second fiscal year subsequent to the fiscal year covered by this plan.
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D. Audit Adjustments:

Immaterial adjustments resulting from the audit of information contained in this plan shall be
compensated for in the subsequent indirect cost plan approved after the date of the audit adjustment.
Material audit adjustments will require reimbursement from the grantee.

E. Use by Other Federal Agencies:

Authority to approve this agreement by the Department has been delegated by the Federal Highway
Administration, California Division. The purpose of this approval is to permit subject local
government to bill indirect costs to Title 23 funded projects administered by the Federal Department
of Transportation (DOT). This approval does not apply to any grants, contracts, projects, or
programs for which DOT is not the cognizant Federal agency.

The approval will also be used by the Department in State-only funded projects.

F. Other:

If any Federal contract, grant, or other agreement is reimbursing indirect costs by a means other than
the approved tate(s) in this Agreement, the organization should (1) credit such costs to the affected
programs, and (2) apply the approved rate(s) to the appropriate base to identify the proper amount of
indirect costs allocable to these programs.

(. Rate of Calculation:

FY 2007-08 Budgeted Indirect Costs $871,552
Carry Forward from FY 2005-06 $82,500
Adjusted Indirect Costs for FY 2007-08 $954,052

FY 2007-08 Budgeted Di_rect Salaries and $1,243,931
Wages pius Fringe Benefits

FY 2007-08 Indirect Cost Rate 76.7%
(Adjusted Indirect Costs divided by
Estimated Direct Salaries and Fringe
Benefits = 954,052/1,243,931)

CERTIFICATION OF INDIRECT COSTS

This is to certify that I have reviewed the indirect cost rate proposal submitted herewith and to the
best of my knowledge and belief:

(1) All costs included in this proposal to establish billing or final indirect costs rates for fiscal year
2008 (July 1, 2007 to June 30, 2008) are allowable in accordance with the requirements of the
Federal and State award(s) to which they apply and OMB Circular A-87, “Cost Principles for
State, Local and Indian Tribal Governments.” Unallowable costs have been adjusted for in
allocating costs as indicated in the cost allocation plan.
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(2) All costs included in this proposal are properly allocable to Federal and State awards on the basis
of a beneficial or causal relationship between the expenses incurred and the agreements to which
they are allocated in accordance with applicable requirements. Further, the same costs that have
been treated as indirect costs have not been claimed as direct costs. Similar types of costs have
been accounted for consistently and the Federal Government and the Department will be notified
of any accounting changes that would affect the fixed rate.

I declare that the foregoing is true and correct.

Governmental Unit:  Kern Zéuncil of Governments

Signature: ~R,\ 4' ?7 \GU\V‘S

Prepared by:

Name of Official: Ronald E. Brummett Name of Official: Gregory J. Palomo

Title: Executive Director

Title: Administrative Assistant

Date of Execution: 06/04/07 Telephone No.: 661-861-2191

INDIRECT COST RATE APPROVAL

The Department has reviewed this indirect cost plan and hereby approves the plan.

U W

Signémrc
Reviewed and Approved by: Reviewed and Approved by:
Name of Audit Manager Name of Auditor BarbaraNolan
Mary Ann Campheil: Sk
Title: Cinef, Exdernad Audits Title: _Audilr
Date: i1l Date: _8|23lo7

Phone Number: Q- 32%-110%

Phone Number: Qll: 4237830
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Kern Council of Governments

INDIRECT COST RATE CALCULATION WORKSHEET

Description FY 2002/03 FY 2003/04 FY 2004/05 FY 2005/06 FY 2008/07 FY 2007/08
Nagotiated Rate
Estimated Direct Salaries/Benefits $681,038 $888,740 $887 585 $930,280 $883,404 $1,243,831
Estimated Diract Services/Supplies $0 50 30 o $0 $0
Estimated Base Costs $881,089 $688,740 $887 565 $930,280 $993,404 $1,243,931
Estimated Indirect Costs $§731,258 $§802,784 $774,610 §790,083 §829,057 $871,552
Carry Forward - Under/(Over) $101,314 $47,808 $62,186 $13,683 $50,022 $82,500
Adjusted Indirect Costs $832,572 §850,602 $826,766 $803,656 $879,078 $854,052
NEGOTIATED RATE 94.5% 95.7% 93.2% 86.4% 88.6% 76.7%
Actual Costs
Actua) Direct Salaries/Benefits $703743 $780,752 $812,33 $865,804
Actual Direct Services/Supplies $880,342 $6686,704 $618,942 §$785,445
Actual Direct Costs 51,674,085 $1,447,456 $1.431,273 $1,652,339 $0 $C
Actual Indirect Costs $700,950 $712,965 §754,928 $817,040
Carry Forward — Under/{Over) $101,314 $47.608 $52,188 $13,593
Adjusted Actual Indirect Cosis $802,273 $760,773 $807,114 $830,633 30 30
Actual Total Costs $2,476,358 $2,208,229 $2,238 387 $2,482,972
Carry Forward Computation
Actual Recovered (Rate * Actual Base)
(87.2% * $566 §27)
(93.4% * $574,254)
{93.9% * $625,815)
(B8.0% * §753,253)
(94.5%.* $793,743) §$750.087
(96.7% * $780,762) $747,180
(83.2% * $842,331) $757,002
{86.4% * $865,894) $748,133
Carry Forward -- Under/(Over) $52,186 $13,593 $50,022 $82,500




